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Dear Applicant:

Ws have considered y:nur application for recognition of exemption from federal income tax
under section 501(a) of the'Internal Revenue Code as an organization described in seotion
501(c)(3). Based on the information submitted, we have concluded that you do not qualify for
exemption under that secti In. Tha basis for our conclusion is set forth below.

i
FACTS

You wers formed on (EEENEENNENED. In Article Il (1) of your Articles of Incorporation it is
gtated that you were orgsnized to “engage in educational and scientific activitias related to the
design of health care lnforn'ratiqn retrieval and record systems.” '

Your Bylaws provide for twelive (12) different classes of mambers, including physician
practices, the _ health plans, public health -
departments, imaging companies, clinical laboratary companies, pharrmacias, hospitals, and
« -.rapresantatives-of- the community. Among your members, you have for-profit entities as well as
organizations exempt from ffaderal income tax. ' -

i

You expect that durinly your first three (3) to four (4) years you will spend 98 percent of your
time and revenue davelopirg and providing services 1o your members. »

. ]

The first service you provided to your members was the sslection of slectronic medical records
systems that would be compatible to exchanga day 1o day health care demographies, patient
encounter information, inayrance coverage and paymant, and care management dara, During the
actual second phasa of yot.lir development you ars devaloping connectivility betwean all your
members, to have a securd, safe method to transmit patient information between yaur mambers. In
the next phase each patient will be identified using a SR dex, a large directory service
that can reference all the identifying numbers each member organization has assigned to a patient,
and use the naw number to follow that patient’s health events ond progress over time. The next
stage is the establishment pf a medical data warehousa methodology that aillows pooling or
searching in your memberghip’s legaoy storaga systems to retrieve rasults, madications,
complications, and lifastyle decision by patients that affect their medical outcomes.
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Once the four stages are accomplished, you believe you will dadicata about 30 to 40 percent
of your time and resources to rasearch. The subject of your research would be the analysis of
shared madical information that your members would collect and pool from the multi-state region
surrounding .

You consider that a latge part of your mission is aducating your members as to the adventages
ot electronic storage and retrieval of active patient medical records, and the advantages to members
of sharing a community method of transferring that data. You do not plan 10 charge for these
services which will include the education of the sntire community as to the advantages of your
plan; speeches, in-service talks, media commentary, demonstrations as ta technology benefits, and
vendor shows. ' »

You will provide connectivity connections between your members; that is, access to a secure
swtranet that is not accessible through the internat or by any private citizen. This serVice will also
wrovide a connection to a member organization out from the intranet to the public intarnet.

You plan to charge yor members for the connectivility connections between members. This
service would be offered on a private intranet website for members. For this service you intend to

_charge a monthly amount over and above your ¢osts. You also plan to charge for the provision of

liorary services 10 your phy*ioian-membars.

Your Board of Directots has discussed the development of a credit union like financing plan for
members who Invest in aquipment that will allow them to collect and store information and connect
to your network. The Board has discussed with lerge financially stable member organizations
aharing or pooling risks of loss with ather members 5o that members can enjoy more affordable -
financing arrangements. Yoéu will charga a fee to the borrowing organization to service its debt at a
lower than atherwise available rate. This service, known as the (SRS orogram, has been
endorsed by the Board, butihas not been implemented to date.

In regard to your WSS orogram, the (NN o

submitted with your applicgtion states:

The founders of the WPoelieve that gyeryons ,wggwpajq,rggs;,;o the WP Corporation as
a member should recefve some benefit for support of this project. The founders have tried not
to ask for cash contridutions, but would prefer to show members a significant value tor any

support received.

The ill try to demonatrate the value

your institutions will receive In this raport.
A near term real dollags value that the twenty four Hospitals that yaur organizations represent
will receive is reductign in transcription costs. The will encourage physicians to
transfer H&P, Operatiye Notes ther text data elactronically, Your current costs to
transcribe these reporfs are $ er fine. The typical H&P document costs you about
par admission document. The b through supporting digitization could share the

savings with your meinber hospitais. A log would be kept as to how many satisfactory

. documants ware transmitted and the board of directors would negotiate a sharing of
your savings; ample the QEII# would bs credited for s @ldollar, and the hospitals
would keep $ ef document. ‘ :
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LAW AND ANALYSIS

Section 501({c)(3) of the Internal Revenue Code provides for the exemption from federal
income tax of organizations arganized and opersted exclusively for charitable, scientific or
- educational purposes, provided no part of the organization’s net earnings inures to the benafit of
any private shareholder or individual.

Section 1.501(c){3)-1(a)ll) of the Incomne Tax Regulations provides that in order for an
organization to be axempt a8 one described in section 501(c){3) of the Cade, it must be both
organized and operated exclusively for one or more exempt purposes. if an organization fails to
meet either test, it Is not exempt. '

Section 1.501(c)(3)-1{d}(2) of the regulations provides that the tarm "charitabie” is used in
Code saction B01(c)(3) in its generaily accepted legal senss. Tha promation of health has long been
racognized a3 a charitable purpose. See Restatement (Second) of Trysts. sections 368, 372
(1969); 4A Scott and Fratcher, The Law of ts, sections 368, 372 {4th ed. 1989); Rev. Rul.
$#9-545, 1969-2 C.B. 117.

Section 1.501(c){3)-1{b)(1) of the regulations provides that an organization is organized
exclusively for one or more exernpt purposes only if its articles of organization (a) limit the
purposes of such organization to one or mara exempt purposes and (b) do not expressly empower
the orgamzatlon to engage, otherwise than as an insubstantial part of its actlvities, in activities
which in themselves are not in furtherance of one or more exempt purposes.

Section 1.501(c){3)-l{c)(l} of the regulations provides that an organization wili be regarded as
"operated exclusively® for one or more exampt purposes only if It engages primarily in activities
“which accomplish one or more of such exempt purposes specified in section 501(c){3) of the Code.
An organization will not be so regarded if more than an insubstantlal part of its activities is not in
furtherance of an exempt purposa.

Section 1.501(c)(3)-1{d){1)(il) of the regulations pravides that an organization is not organized
or opcrated for an exempt purpose unless it serves a public rather than a pnvate mterest

- Section 1.601(¢)(3)-1(d)(2) of the regulations provides that the term "educational,” as used in

section 501(c}3), relates tq

(a) The instruction or 1rammg of the lndwldual for the purpose of improving or developing his
capabilities; ar

(b) The instruction of the public on subjects useful o the individual and beneficial to the
community.

Section 1.501(c){3)-1td}{5) of the ragulations provides that the term "scientific,” as used in
section 5011c)(3) includes the carrying on of sciantific research in the public intersst. Section
1.501(c}{3)-1(d)(5}{ii) provides that scientific research does not include activities carried on as an
incident to commergial or industrial operations.

Section 1.501(c}H3)- l(e)ﬁ) of the regulations states that an organization which s organized
and operated for the primary purposs of carrying an an unrelated trade or business is not exempt

under saction 501(c)(3) of t'he Cade.
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In Batter Business Bureau of Washington, D.C. v, United States. 326 U.S. 279, 283 (1945},

the Court stated that "the presence of a single . . . [nonexempt] purpose, if substantial in nature,
will destroy the exemption regardiess of the number or importance of truly . . . [exempt] purpoges.”

In Rev. Rul. 89-545, 1969-2 C.B. 117, the Service established the community benefit
"standard as the tast by which the Service determines whether a hospital is organized and operated
for the charitable purpose of promoting health.

Geisinger Health Plan v. Commissioner, 985 F.2d 1210 (3rd Cir. 1993), rev’d 62 TCM 1658
{1991) {"Geisinger II"), held that a prepaid health care organization that arranges for the provision of
health care services only for its members benefits its members, not the community as a whole and
therefore does not promote health in a charitable sense. Under thae community banefit standard, the
arganization must benefit the community as a whole in addition to its members. In cencluding that
the organization did not qualify for exemption under section 501(c)(3) on the basis of promating
*3alth, the court of appeals stated that an organization must mest a "flexible community benefit

- 28t based on a variety of indicia.”

Rev. Rul. 71-529, 1971-2 C.B. 234, holds that a nonprof t organlzatlon that provides
assistance in the management of participating colleges’ and universities’ endowmant or investment
funds for a charge substantially below cost qualifies for exemption under section 501(c)(3) of the

. Code. In said case, membership in the organization was restrictad to colleges and universities
axempt under section 501(¢)(3) and its services were provided only to the exempt organizations
that contralled it.

Rev. Rul. 75-197, 1976-1 C.B. 166, held that a nonprofit organization that operates a free
computerized donor authorization retrieval system to facilitate transplantation of body organs upon
a donor's death qualifies for exemption under saction 501(c)(3) of tha Codae because by facilitating
the
donation of organs which will be usad to save lives, it is serving the health needs of the community
and therefore is promoting health within the meaning of the general law of charity.

Rev. Rul. 77-68, 1977-1 C.B. 142, held that a nonprofit organization formed to provide
individual psychological and educationai evaluations, as well as tutoring and therapy, for children
and adolescents with leaming disabilities qualified for examption under saction 601{cH3) of the
ode because It both promoted health and advanced education. Because its services are designed
to relieve psycholagical tansions and thereby improve the mental health of the children and
adolescents, it promoted health,

In Rev. Rul. 77-69, 1977-1 C.B. 143, an organization was formed as a Health Systems
Agency (MHSA) under the thional Health Planning and Resources Development Act of 1974. As an
{SA, the organization’s primary responsibility was the provision of effective health planning for a

-pecified geographic area and the promotion of the development within that area of health services,
staffing and facilitias that met idantitied needs, reduced inefficiencies and implemented the HSA's
health plan. The revenue niling concluded that by establishing and maintaining a system of heaith
planning and resources development aimed at praviding adequate health care, the HSA was
promoting the health of the residents of the area in which it functioned. Therefore, the HEA
qualified for exemption under section 501(c)(3) of the Code on the basis that it promoted health.

Rev. Rul. 81-298, 1981-1 C.B. 328, held that a nonprofit organization that provides housing,
transportation, and counseling to hospital patients’ relatives and friends who travel to the locality to
assist and comfort the pathnts qualifies for exemption under section §01{cN3) ot the Code because
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& promotes health by helping to relieve the distress of hospital patients who benefit from the
visitation and comiort provided by their relatives and friends.

In Professional Standard view i Quesns Coun issi .74
. T.C. 240 {1980}, acq., 1980-2 C.B. 2 {("Queens Qgg nty PSRO"), the Tax Cowt held that an
«wrganization that reviewed the propriety of hospital treatment provided to Medicare and Medicaid
recipients was exsmpt undar section 501(c)3) of the Code bacause it lessened the burdens of
government and promoted the health of parsons aligible for Medicare and Medicaid.

In Rev, Rul. 81-276, 1981-2 C.B. 128, the Service held that a PSRQ qualifies for exemption
wnder section 501({c)(3) of the Code because it lessens the burdens of government and promotes
tne heaith of the beneficiaries of the Medicare and Medicaid programs.

Living Eggm, Inc. v. Commissioner, 850 F.2d 365 (7th Cir. 1991), invalved an orgsnization

that operated restaurants and heaith food stores with the intention of furthering the religious work
of the Seventh-Day Adventist Church as a health ministry. However, the Seventh Circuit held that
thegse activities were primarily carried on for the purpose of conducting a commercial business
anterprise. Therefare, the organization did not qualify for recognition of exemption under section
F01(c)(3} of the Code, ,

Eederation Pharmacy Services, Inc. v. Commissioner, 72 T.C. 687 (1979), aff’'d, 625 F.2d

804 (8th Cir. 1980), held that while selling prescription pharmaceuticals promotes haalth,
pharmacies cannot qualify for racognition of exemption under section 501(¢K3) on that basis alone.

Rev. Rul. 70-636, 1970-2 C.B. 117, describas an organization formed to provide management,
developmant and consulting services for low and moderate income housing projects for a fee. The
revenue ruling held that the-organization did not quality for exemption under section 501(c)4) of
the Code.

Rev. Rul. 54-305, 1954-2 C.B..127, involves an organization whose primary purpose is the
operation and maintenance pf a purchasing agency for the benefit of its otherwise unrelated
members who ara exampt as charitable organizations. The ruling hsld that the organization did not
- qualify under section 101(8) of the Code (the predecessor to section 501(c}(3})}).because ks..
activities consisted primarily of the purchase of supplies and the performance of other related
services. The ruling stated that such activities in themsslves cannat be termed charitable, but are
ardinary business activities.

Rev. Rul. 69-528, 1969-2 C.B. 127, describes an organization formed to provide investment
services on a fee basis only to organizations exempt under section 801(c}{3) of the Code. The
organization invested funds received from participating tax exempt organizations. The service
acganization was frae from the control of the participating arganizations and had absolute and
uncontrolled discretion over investment policies. The ruling held that ths service organization did
not qualify under section 5Q1(c)(3) of the Code and stated that providing investment services on a
regular basis for a fee is a trade or business ordinarily carried on for profit.

Rev. Rul. 72-369, 1972-3 C.B. 245, deals with an organization formed to provide
management and consulting servicas at cost to unrelatad exempt organizations. This revenue ruling
held that providing managerial and consulting services on a regular basis for a fse is a trade or
business that is ordinarily carried on for profit. The fact that the services in this case were provided
at cost and solely for exempt organizations was not sufficient to characterize this activity as
charitable within the meaning of section 501(cH3) of the Code,




In Rev. Rul. 77-3, 1977 1 C.B. 140, a nonprofit organization that provides rental housing and
related services at cost to a city for its use as free temporary housing for families whase homes
have been destrayed by fire is not a charitable organization exempt under section 501(c)(3) of the
Code. -

In B.S.W. Group, In¢. v. Commissioner, 70 T.C. 352 {1978}, the organization entered into

consultant-retainer relationships with five or six limited resource groups Involved.in the fields of
health, housing, vocational skills and cooperative management. The organization’s financing did not
resemble that of the typical saction 501{c}3) arganization. it had neither solicited, nar received,
any voluntary contributions.from the public. The court concluded that because its sole activity .
consisted of offering consulting services for a fee, set at or close to cost, to

vonprofit, limited resourca drganizations, it did not qualify for exemption under section 501(¢)(3) of
& Code. :

(n Christian Stewardship Assistance, In¢c. v. Commissioner, 70 T.C. 1037 (1978), a nonprofit

+ arporation that assisted charitable organizations in their fund raising activities by providing financial
-7anning advice on charitable giving and tax planning to wealthy Individuals was held not to qualify

for exemption under section 501(c)(3) of the Code because its tax planning sarvices wera a
substantial nonexempt activity enabling the corporation to provide commercially available services
to wealthy individuals free of charge.

Section 502 of the Code states that an organization operated for the primary purpose of
carrying on a trade or busingss for profit is not tax exempt on the ground that all of ita profits are
payable to one or more tax-exermnpt organizations.

Section 1.502-i(b) of the regulations provides that a subsidiary organization of a tax exempt
organization may be eaxempt on the ground that the activities of the subgidiary ara an integral part
of the exempt activities of the parent organization. However the subsidiary is not exampt from tax
it
it is operated for the primary purpose of carrying on a trade or business whlch would be an
unrelated trade or business if regularly carried on by the parent organization.

In Rev. Rul. 78-41, 1978-1 C.B. 148; a trust-created by a hospital to accumulate and hold
funds to pay malpractice claims against the hospital was datermined to be an integral part

. organization because the haspital exercisad significant financial control over the trust. This was

because the trustee was reguired to make payments to claimants at the direction of the hospital,
the hospital provided the funds for the trust and the hospital directad where the funds from the
trust were to be paid.

Geiginger Health Plan v. Commiasioner, 100 T.C. 394 (1993), ("Geisinger 111"}, aft'd, 30 F.3d
494 (3rd Cir. 1994) {"Geiginger IV"), hald that a prepaid heaith plan did not qualify for exemptlon
under section 501(c){3) of the Code based on the integral part doctrine of section 1,502-{b) of the

rggulations.

Section 513(a) of the Code defines the term “unrelated trada or business™ as any trade or
pusiness the conduct of which is not substantially related (aside from the need of the organization
for income or funds or tha Gse it makas of the profits derived) to the exercise or parformance by
such organization of the pufpose or function constituting the basis for its examption.
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Section 513{a)}(2) of the Code provides that the tarm "unrelatad tradé or business” does not

~include any trade or business which is carried on, in the case of an organization described in section

501{¢){3), such as a hospital, by the organization primarily for the convenience of its patients, _

Section 1.513-(a} of the regulations defines "unrelated business taxabie income” to mean’
gross income derived by an organization from any unrelated trade or business regularly carried on
by it, less directly connected deductions and subject to certain modifications. Therefore, gross
Income of an exempt organization subject to the tax imposed by section 511 of the Code is

“ircludible in the computation of unrelated business taxabla income if: (1) it is income from trade or

tusiness; (2) such trade or business is ragularly carried on by the organization; and (3) the conduct
of such trads or business is not substantially related {other than through the producticn of funds) to
the organization’s performance of its exempt functions.

Section 1.513-I(b) of the regulations states that the phrase "trade or business” Includes
activities carried on for the production of income which possess the characteristics of a trade
or business within the meaning of section 182 of the Code. Section 1.513-l(c) of the regulations -
explaing that "regularly carrled on™ has reference 10 the frequency and continuity with which the
activities productive of the income are canducted and the manner in which they are pursued.

Saction 1.513-(d){}} of the regulations states that the prasence of the substantially related
requirement necessitates an examination of the relationship between the business activities which
-generate the particular income in question--the actlvities, that is, of producing or distributing the
goods or perfarming the sarvices involved-—-and the accomplishment of the organization’s exempt
purposes.

Section 1.513-1(d){2) of the regulations states that a trade or business is related to exempt
purposes only whare the cohduct of the business activity has a causal relationship to the

-achievement of an exempt purpasa, and is substantially related for purposes of section 513, only if

the causal relationship is a substantial ana. Thus, for the conduct of a trade or business. from
which a particular amount of gross income is derived to be substantially related to purposas for
which exemption is granted the production or distribution of the goods or the performance of the
services from which the gross mcome is derwed must contnbute Importanﬂy to the accompllshment
of those purposes. ‘ 2 e

Section 1.51 3-1(d){4)() of the regulations states that gross income derived from charges for
the performance of exempt functions does not constitute gross income from the conduct of
unrelated trada or business. :

Rev. Rul. 75-472, 1975-2 C.B. 208, holds that for the conduct of trade or business to ba
substantially related to the purposes for which exemption is granted, the production or distribution
of goods or the performance of services must contributa impertantly to the accomplishment of
71088 pUrposes.

RATIONALE

You are a membership organization. Your members include organizations exempt from federal
1come tax under section 507 (a) of the Code as well as for profit entities. Your principal activity
will congist of providing intranat as well as intarnet connections to your mermbers for a fae that will
be set abave your cost. You will aiso share in the cost savings of your members generated by the
system on thelr transcription costs. You also plan 10 assist your members in financing the

e e
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equnpmem requlred for them to collect and store information and connect to your network. The
intranet service will allow your members to axchange patient records. You plan to use the

information gathered to conduct ressarch as to the health of the community. Although you are not .

sure at this time, you belleve that research will comprised approximately 30 to 40 percent of your
time and resqurces.

You will aiso carry on some educational activities for your members and for the public. These
activities wlll be related to showing the vaiue of your services to tha community as well as to your
membership. Such activities display characteristics similar to the promotional activities carried on
by many for profit enterprises In order to increase their clientele. Thus, these activitles are not
educational under section 1.501(c)(3)-1{d}(3) of the regulatians. Similarly the gathering of data as
part of your commercial operations will not constitute scientific research under section 1,501(cH3)-
1{d}(5).

Under the regulations, an organization that is organized and operated exciusively for charitable
purposes may qualify for exemption under section 501(c)(3} of the Code. The promotion of health
has long been recognized as a charitable purposs.

Whether a hospital promotss health in a charitable manner is determined under the community
benefit standard of Rev. Rul. 69- 545, supra. This standard focuses on a number of factors to
determine whether the hospital benefits the community as a whole rather than private interasts.

‘The application of the community benefit standard to exempt hospitals and other exempt health

pare organizations was sustained in Eastern Kentucky Welfars Rights Org. v. Simon, 506 F.2d 1278
{D.C. Cir. 1974), vacated an other grounds, 426 U.S. 26 (19785); and in Sound Health Assoclatm
v. Commissioner, 71 T.C. 158 (1978), acq., 1981-2 C.B..2.

The Service and the courts have recognized that the promotion of heaith includes activities
other than the direct provision of patient care. See Rav. Rul. 81-298, supra; Rev. Rul. 81-2786,
$upra; Rev. Rul. 77-69, gupra; Rev. Rul. 77-88, gupra; Rev. Rul. 75- 197 supra; and g_gggggjgg_g_y
BSRO, supra,

However, an orgamzatlon that merely promotes health, without more, Is not antitled to
recognition of exemption undar section 501{c)(3) of the Code. See leuf_\g E ith, l ne. v.
Commissioner, supra; and Ing. v. Commissioner supra. Therefore,
by assisting in the transfer of medical records by your members yau do not satisfy the cormmunity
benefit standard of Rev. Rul. 69-545, supra.

© Although your activities may indirectly promote heaith, you do not promote health in &
charitable manner. Any benefits derived by the community from your activities are remote and
ingidental.

Your activities are commercial rather than charitable. You are essentislly providing commercial
services to your members. ‘A nonprofit organization that provides ordinary business services for ane

- or more exempt heaith care, organizations does not promots health in a charitable manner. See Rev.

Rul. 70-636, supra; Rev. Rul. 64-305, supra: Rev. Rul. 69-628, gupra: Rev Rul. 72-369, gupra:
Rev. Rul. 77-3, supra; B.S.W. Group, In¢, v. Commissioner, gupra; and ian Stewardshi
Assistance, Ing. v. Commlg'sigugr‘ Inc., supra.

Because you do not promote health in a cheritable manner, you are not operated exclusively
tor a charitable purpose. See section 1.501{c){3)-l(c){l} of the regulations and Better Business
Bureau of Washington, D, Q. v. United States, supra. Therefore, you do not qualify for exemption
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.tnder section 501(c){3) of thé_ Caoda as a charitable arganization on the basis that you promote
health.

Under section 1.502-1(b) of the regulations, one organization may derive its exemption from 2
related organization exempt under saction 501{c}(3) of the Code if the former organization is an
Integral part of the exempt organization. To obtain axemption derivatively, the two organizations
must be “related* and the subordinate entity must perform “essential” services for the parent.

~ Section 1.602-1(b) ot the regulations includes the example of a subsidiary thet is operated for
the sole purpase of furnishing electric power used by its parent organization, a tax exempt
educational organization, In carrying on its educational activities. See Rev. Rul. 78-41, supra.
t-owaver, a subsidiary organization that is engaged in an activity that would be considered an
. nrelated trads or business if it were regulerly carried on by the exempt parent doas not provide an
£ssential service for the parent. The regulations include an example of a subsidiary organization
that is operated primarily for the purpose of furnishing electric power to consumers other than its
aarent arganization. Also, if a subsidiary organization wers owned by several unrelated exempt
wrganizations and operatad for the purpose of furnishing electric power to each of them, it could not
b exempt because the business would be an unrelated trade or business if regularly carried on by
any one of the tax exempt organizations. For this purposae, organizations are related oniy If they
congist of a parent and one or more of its subsidiaries, or subslidiaries having a commen parent. An
axempt organization is not related t0 another axampt organization merely because they both engaga
in the same type of exempt activities. See section 1.502-i(b) of the ragulations,

You are controlled by exempt organizations that are not structurally related to each other as
well as by for-profit entities. A substantial portion of your activities ¢onsists of providing intranet
and internet services for your members and establishing a medical data warehouse. |If any one of
your members regularly performed these services, they would constitute an unrelsted trade or
business. First, as explained praviously, these services would not constitute the promotion of
nealth in a charitable manner. In addition, thege services would not contribute importantly to the
accomplishment of the member’s exempt purpose of promoting the health of the community, and
thus would not have a substantial causal relationship, as described in section 1.513-1(d)(2} of the
regulations, to the achievement of the member‘s exempt purpose. Thus, your gctivities, if .
performed by any of your members for any other members; would be ¢onsidered an unrelated trade
or business. As a result, the services you provida for your members do not satisfy the requirements
of section 1.502-1(b) of the regulations and you do not gualify for exemption under the integral part
doctrine. '

tn Geisinger 1V, supra, the Third Circuit Court of Appeals affirmed the Tax Court, stating that
the integral part doctrine has two requirements: (1) the subordinate organization must not be
engaged in activities that would be unrelated trade or business activities if the parant engaged in
thase activities directly, and (2} the subordinate organization’s relationship to the parent must
anhance (or "boost"} the subsidiary's ability to accomplish charitsble purposas to such a degree
that the subsidiary could qualify for exemption on its own merits.

The Third Circuit concluded that the prepaid heaith plan did not receive any boost from its
association with the exsmpt hospitals in the hospital system. The patients the plan provided to the
system; L.a., the plan’s enroliees, were the same patients that it served without its association with
tha hospital system. Thus, the court concluded that the plan did not satisfy the intagral part test

"because it was nat rendared "more charitabla” by virtue af its association with the exempt hospitals
in the system.
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In the Gelsinger cases, the exempt hospitals wers related to each other hacause they were al!
part of the same hospital system. In your case, however, members are not related 1o each other
and actually some are for-profit entities. Therafore, you are even further from satisfying the

svequirements of tha integral part tast than the HMO described in the Geaisinger cases.

An organization that provides services for haspitals that are sxempt under section 501(c){3) of
the Code may qualify for axamption under section 501(c)(3) if it meets tha requirements of Section
601{e}. Howaver, the exemption applies only to organizations that provide ona or more of the
services specifically enumerated in the statute and the regulations. Since section 501(e) is the
exclusive means by which a hospitai service organization may qualify for examption under section
501(¢)H3) (see section 1.501(e)-1 of the regulations and HCSC Laundry, supra) a hospital service
wrganization providing services ather than those specifically enumerated in the statuts does not
vualify tor axemption.

Under section 1.170A.9(c)(1) of the regulations, only some of your members may be
considered to be hospitals. However, even if your activities were considered as providing clinical
services for your member hospitals, you do not satisty the community benefit standard of Rev. Rul,
69-648, supra, and not all your members are described in section 501(c){3), both of which are
requirad for exemption under section 501(e) of the Code. Furthermore, you do not meet the
requirements of section 50 T(e)(2) ragarding allocation or payment of nat earnings. ' Therefore, under
section 501(e), you do not qualify as an organization that is treated as exempt under section
6501(c)(3).

For the reasons stated above, including the fact that you have for-profit members, you do not
qualify for exemption as an grganization described in section 801(c)(3) of the Code and you must
file federal income tax retums.

Accordingly, you do net qualify for axemption as an organization described in section
501(¢)(3} of the Code and you must file federal income tax returns.

Contributions to you are not deductible under section 170 of the Code.

You have the right to protest this ruling if you belisve it is incorrect. To protest, you shouild
aubmit a statement of your views to this office, with a full explanation of your reasoning. This
statament. signed by ane of your afficers, must be submitted within 30 deys from the date of this
letter. You also have a right to a conference in this office after your statement is submitted. You
must request the conference, if you want one, when yaou file your protest statament. |f you are to
bs representad by someane who is not one of your officers, that person will need to file a proper
powser of attorney and otherwise qualify undar our Confarence and Practicas Requirements.

If you do not protest q'sis ruling in a timely manner, it will.be considered by the Internal
Revenue Service 3s a failure to exhaust available administrativa remedies. Section 7428(b)(2) ot
the Code provides, in part, that a declaratory judgement or decree under this section shall not be
issued in any proceeding unless the Tax Court, the United States Court of Federal Claims, or the
District Court of the United States for the District of Columbia determines that the arganization
involved has exhausted administrative remedies available 1o it within the Intarnal’ Revenue Service.

if we do not hear from you within 30 days, this ruling will become final and a copy will be
{orwarded to the Ohlo EP/EOD kay district offica. Theraafter, any questions about your federal
ncome tax status should be directed to that office, either by calling 877-829-5500 (a toll free
number} or sending correspondence 1o: Internal Revenue Service, EP/EQ Customer Service, P.O.
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Box 2508, Cincinnati, OH 48201. The appropriate State Officials will be notified of this action in
accordance with Coda section 6104{c).

When sending additional letters to us with respect to this case, you will exped"rte their receipt
by using the following address:

Internal Ravanue Service
SR
OP:E:EOQ:T: 1 gPRoom 6514
1111 Constitution Ave, N.W.
Washington, D.C. 20224

lf you have any gquestions, please contact the person whose name and telephone number are
snown in the heading of this letter.

M ncerely yours,
ar"/ﬂl _7'-[ ‘L’I‘r&n d.gr

Marvin Friedlander
Chief, Exempt Orgamzatlons
Technical Branch 1

Cyadros/jlc/OP:E:EQ:T:1-JC/06-09-99

Reviewer i Raviewer
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